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PROBLEM SET 11
EE212 — Principles of Macroeconomics
Semester 2/2019-2020
Total mark: 20 points
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Any late submission will not be graded.

Please submit in pdf form, and not word document.

Dear students,
Two weeks are given to complete this assignment. As mentioned, we will have four problem sets, each making
up 5% of your total grade (20% in total). These will be challenging, and will demand you to revisit the topics

that have been mentioned so far in class, as well as to read the mandatory readings.

Reminder on academic policy: I encourage you all to work together and exchange ideas out of class.
However, I also encourage you all as university scholars to start independently critically approach a topic, a
question, or a challenge that will be posed in this class, as well as the future ones.

I expect your independent completion of the short essays, as it would be obvious if they are not your own ideas.
Plagiarism and cheating will be treated with disciplinary actions. Thammasat University, our faculty, and I

take academic integrity extremely seriously.
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2. “There is @ private savings at the Keynesian equilibrium.” True or false? False becale ot Heyian Equiibriom, swing wij) it
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3. Let’s say there is no government spending and taxes, and no imports and exports. The consumption

function is given by C' = ¢o + 1Y, and I (investment) is given. The economy is graphically visualised as

below:
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There is a $2 billion increase in investment. The marginal propensity to consume is 0.5. Which of the

following statement is correct? (multiple correct answers may be possible)
(A) The new goods market equilibrium after the investment increase is E. Fals€ .,Th? hew equili 6!‘in\ IS l

by 4 (B) Aggregha\{e demand increases by a total of $2 billion x 0.5 = $1 billion due to the increase in invest-
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(C) The multlpher is 2. 'H)S = 2 HORRECT
(D) The distance between C' and D is three-quarters the distance between A and B ($1.5 billion).
fale | distance btw C anv D i 1

4. The Keynes1an multlpher says that an increase in investment or government spending can lead to an even
higher increase in total output Explain how with intuition how it works, and how does it relate to the
MPC. Y=C+T+6 50 if either 6or T inveast, ¥ (output) will & incressd Kecordivg b C=C +MIC (‘fd) Y ncreose

'rSQI'F\ C will intrente, “m
5. The fiscal (government spendign) multiplier tends to be }&&% during a recession, but they tend to be low

(perhaps even lower than one) during an exfiMiion. How could we explain this phenomenon?
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Problem II: The Keynesian Cross in a small closed and open economy

(10 points) o
. (o= 500 =AE
Assume that, in a closed economy: /
MP(= 05
AE =S00+ 0.5Y- 0-5(90) + 1004200 ’l,SlO
C = 500+ 0.5Yp = 500+0,5Y-05T =120 ,’
Y =500+ 0,5y - $0+100+200 ; 100 -1 !
Y = %0/, =50 a :
0.5 T — 80 % >Y
AE= 05Y+760 ]
= 360 G = 200

. AE= C+I+G = 1204100+ 20b=1520
1. (0.5 point) Solve for 5&1) equilibrium consuthlon (ii) “planned” aggregate expenditute (aggregate de-
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2. (0.5 point) Graph — with proper labels — the equilibrium output and expenditure
§=Y-T-C=150-80-100=20  §=T- 6= J0-200- €429 ey
3. (1 point) Solve for the equilibrium prlvate savings and public savings, Ve W ot e, i
Y= (o+(1(Yd)+G oz Toutehold government  Spending / v ZZL“I,’Z’ & ~33»'-‘~"’;‘:.“‘""
4. (1 point) Calculate the Keynesian multlgheg as well as the autonomous sRendmg What do they mean”f
G=300

5. (1 point) It is election year, and the incumbent government increases their government spending from 200
. e s B ., . 164
to 300. Find the new equilibrium demand, output, consumption, and disposable ‘i%come. How much does
each increase? Graph these changes. Why would the government want to do this?
AE = 500+ 0:5Y- 0,5(30) + 1004300 le= S00+0.5(1h0- q0) |Srehdmg mort for boosting eConomic.
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Now'let’s consider a small open economy where the exchange rate and interest rate are pegged on the US.
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Let r be the exogenous interest rate, and Y the level of foreign outputs. G i

6. (1 point) All coefficients (e.g. ¢1,d;,ds) are positive. According to your understanding, what is d; and
dy i the marginal propensity tp invest
dz? What are the reasons for the signs before them (plus or minus)? ¢ i #e s #at 1 wil chinge when r increos W 1 i

plus that in front of 1Y shows the relationship that income intrage, investment will incrRage. Minug ghows the relotionship that interest rote increase , investmeat will - decregge.

7. (3 points) What is the effect of lower government spending (G |) on the budget balance, G —T = G —tY?

Assuming that (1 —c(l—t)—dy + ml) < 1, and the linear tax rate t is constant.
T=6 Y=he
8. (2 points) Suppose that the government is budget balanced — given by G = T' = tY. Find the equilibrium
output in this economy. How does the equilibrium output change when foreign outpit increases?

Tip: replace G and T by tY.
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Problem IV: “you shall earn your bread in sweat” (5 points)

Based on your mandatory reading written by Michal Kalecki in 1943, titled &ﬁ%‘% of Full Employment,
consider the text below.

The referenced work asked a perplexing question. “The entrepreneurs in the slump are longing for a boom; why
do they not gladly accept the m boom which the government is able to offer them?” Summarise the main
reasons given.

My question is this. Does the same phenomenory (existence of political obstacles from capitalists against full-
employment economic policy) happens in Thailand? If not, explain; and if so, do the same reasons apply? Are
there any other reasons you think are more accurate?

word count: 600 words (£20 words are allowed)

fegining with +he defination of ¥ Ful Employment™ It 1S o farget o give work for everyone
who needs job and iS5 i faboyr force. o, theve is no unemployment without wilingness in  economiC

system. According o this fqme#,w economic - system  will  have  fully PYOdWHOH apacity gnq reach proit
maximizotion of reSour(e  ufing. N Short, fu) employment doés not  stand for  zero employment. In ?rq(ﬂ'(q‘-l-hg

(nept of ful employment  0enerally refers fo full empoyment of lobour for@ of o coyntry. when gn

inda® in - agyegate  demand dof§ pot vl jq an inCeage in leve of outpit and employment, it shows
SHf® of Full  employment.
There are  several reasong  that the entreprineurs rgret Hhe  govement’s  offer First, ey

do vot like the woy that the government inferfere the probieny of employment. This  9ives the
Capitalists o powerdful indirect (ontrol over government folicy. Everything thad oy affect the. (onfidence
muft B arefully voided teCause it would CourR an economic crisis Ruf i the government feayts

howy f0 rIR emploment oy its own  purchages, this powerful ontroling devices lofes its efectvenes

Thetfore, the qudses dRFICIES hecessary o vy ouk government inkevention must b0 regarded g
teriloug. Otherwise, ne yrivate inveskment might o impaired their profit and the ton of publiC

investment upon employment  offier by the bane of the decline in private  inyestment .

The dislile of the direction of government spending : public investment and Subsidizing Consumption is
e Jeond reasin The creafion oF empbjment by govetrment spening g o Special agpect which mates
e opposition particularly infonge The government spending policy grows more acyte when jt

IS considered to goopd money on the obects A, when the gwvernment has increased woge,
Most of the fivms  will nof  happy fo pay more in ordw o hire  employers b Couge
0t highev wage ,higher expense In terms of foxation, rith pesple have paig income  foy
whith  higher ameuht  AoheYY than poovev put  the government spent Hogpe mongy for
heling  fhoe poov gy the wealthy people  gnin  fesc  penefit  From mxa’rioh.tugfly’fhe disfike
ofF e gcial and the political changes resulting pom  the mointenane of Aul employrent
The  maintenonee  of | enploy ment  Would - cauge socla|  and poh'ﬂ'(ql change  which  would
give fhe new impetus fo  fhe  oppsition 4of fhe buSiness Ieaders,



heording to the  phenomenon, | fhink  full employment is hard o happen i

Thar  eConomiC  decause theve  are many reasgnS 16 support  Hhis SquQMEhi’_ﬂ\(’ first (ommon

factor 5 “frictiona) unemPlovmenf'q.These 1y of unemployment 1S short-ferm  ynemployment

because H\ey will haw shart time fo hawe ho Jjob. Seondly, the  seasonal  unemploymgnt is gl
affected 10 the full employment because there will b some Seasons that these Kind of worker

dofS hot  have Job. RS o result of full empoyment, moSt of the capitalists % not sqtified to
have o period of full employment row that  full employment will cquge thew to hire Q huge
humbey  of  employers and  have  wore  expense  on woge. N TYMS  of  Stryctyh) unemployment,
fhe cpitalists are willing fo pay more in order to hire the qualified workerSson the other
hand, If ’rhE\{ Were in the  period  of fyll employment , they would hire either regulay workers
oF qualified employers, Ther® js one goad examyle that why the entrepreneuts g ot wont

full - employment : Monopaly. Monogaly  Firm - fend to  produc@ a5 fegr o possible  dut push price

o5 much as  possible, which  means thet Mmooy fifM — dofS not wont o employ o Jof of
arployer (Iess labour  dergnd). Fortunately o there 1S ane  Situation that  have he highest chonce

to t& ful emgloyment which i that during the gerjod of war fecauge the  government
Wil need Q. hugt number of labur wpaCity in order o produce WEGNS ghd it
From my goint o view, full employment never exisit  because it i alway$ passible

fo find  OMC peofle  unwillng o do gy roductive  work though they may b fit physSically
and  rentally.
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